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PART I[I—Diversification in Metropolitan Areas 


The New England economy is faced with a dilemma. To expand employment 
it must look to certain growth industries. To increase its resistance to business 
recessions it must strive for a diversified industrial structure. 

But growth industries are sometimes unstable, and the problem is getting enough 
of these industries for expansion without the dangers of concentration. Stable 
growth can best be achieved with a pattern of diversification which includes a 
sufficient number of growth industries to assure job increases. 

New England has not yet achieved this goal, as shown by an analysis of trends 
in 18 of the region’s metropolitan centers from 1947 to 1957. The cost of diver- 
sification has been job losses in the dominant industry, causing overall employ- 
ment declines. 

Because of the unemployment suffered in New England from 1949 to 1953 
many business and government groups urged diversification. It has been pointed 
out that in cyclical movements the recession hits different industries at different 
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times. Not only the timing but also other reac- 
tions to the business cycle differ among different 
industries. These factors cushion the blow in a 
region with multiple industries. The one- 
industry area is harder hit if that industry begins 
a long-run decline. Declining industries gen- 
erally experience more severe cyclical swings, 
even after the downward trend is removed. 
Diversification does not eliminate all cyclical 
declines in employment, but it mitigates the 
“feast or famine” experience of highly concen- 
trated areas. It could be ineffective in achieving 





[ Chart A i 
FLUCTUATIONS IN MANUFACTURING EMPLOYMENT 
| New England Metropolitan Areas, 1947-56 
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stability if most of the new employment is in 
industries subject to severe fluctuation. On the 
other hand even a highly concentrated region 
might remain stable in a recession if its particu- 
lar industries are not hard hit. 

Despite the advantages of diversification there 
is a temptation to concentration. If a region’s 
economy is concentrated in growing industries, 
its employment will rise in periods of national 
business stability. 

An area can concentrate in several ways. Its 
employment can be centered in a few dominant 
industries or in a few firms, regardless of indus- 
try classification. It can also concentrate in class 
of goods produced, i. e., either durable or 
nondurable-goods. 

New England’s 18 Standard Metropolitan 
Areas (as defined by the Bureau of the Census) 
were surveyed for the past 10 years with particu- 
lar attention to the business recessions beginning 
in 1947 and in 1953. These regions account for 
two-thirds of New England’s population and 
even higher percentages of economic activities 
such as financing, wholesaling, and retailing. 
Manufacturing industries of these centers ac- 
count for 38.5 per cent of the work force—the 
same ratio as in New England as a whole. 


oft-Goods Areas 

To what extent have New England’s metro- 
politan areas diversified since 1946? The greatest 
diversification has been in the eight areas where 
“soft-goods” production predominates. Of these, 
all except one (Fall River) had a somewhat 
more diversified structure in 1956 than it did in 
1947. This is true whether concentration is 
measured by “soft-” or “hard-goods” or by pre- 
dominance of a few industries. 

Areas with the greatest job losses are the 
ones which experienced the most diversification. 
Seventy thousand jobs were lost in the dominant 
industries of these areas. This has been offset 
by an increase of only 30,000 jobs in other 
industries, with a net loss of 40,000 jobs. 

Every "’soft-goods” area suffered a decline in 
its major industry. Each one showed a decrease 
in the percentage concentration of manufactur- 
ing employment in the top three industries. 
Decreases ranged from 1.0 percentage point for 
Portland to 28.8 percentage points for Lawrence. 

Six of the eight areas were dominated by tex- 
tiles in 1947, ranging from 38.9 per cent of 
manufacturing employment for Manchester, 
N. H., to 71.2 per cent for Lawrence. The textile 
declines ranged from 2,600 jobs in Manchester 
to 21,400 in Lawrence and 27,800 in Providence. 
In every textile area except Manchester the 
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* TABLE 1 hardest by the 1947 recession 
POPULATION AND EMPLOYMENT was Lawrence, which had double 
NEW ENGLAND STANDARD METROPOLITAN AREAS, 1950 concentration: the woolen tex- 
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N.E., Assregete SMA." $. 6,108 2,437 39.9 937 38.5 but it showed only slight im- 
Boston... . 2/370 915 38.6 | 262 28.6 i , 
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“Hard-goods” production 
spinning and broad-woven wool sectors were dominates in nine of New England’s metropoli- 
primarily responsible for the decline. Dyeing tan areas. Five centers—Hartford, Worcester, 
and finishing remained stable or even expanded. New Haven, Stamford-Norwalk, and Boston— 
By 1956 the decreases had taken textiles out of have increased their relative employment in du- 
the number one spot in Fall River, New Bed- rables. Of the others, Waterbury has moved sig- 
ford, Manchester, Lawrence, and Providence. nificantly toward “soft-goods,” but Springfield- 

— Growth in other nondurable-goods industries Holyoke, Worcester, Bridgeport, and New 
partially offset the employment losses in textiles. Britain-Bristol have made only slight shifts to 
In both Fall River and New Bedford the apparel nondurables. In recent years a small shift has 
industry ranked second in 1947 and moved to tipped the close balance in Boston from non- 
first place by 1956. durables to durables. 


Lawrence and Manchester were the only tex- The cities with the fastest growing employ- 
tile areas with any sizable net —— ——— = 
























































gain in durable-goods industries. TABLE 2 
§ 8 ; 
The communications portion of CONCENTRATION IN NEW ENGLAND STANDARD METROPOLITAN AREAS 
the electrical-machinery industry 1947 AND 1956 
was mainly responsible in both | Empl. in Non-Durables | Empl. in the One Most | Empl. in Three Top 
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‘ : 8 ‘ Sources: State Employment Security Divisions, Bureau of Labor Statistics, Industrial Development Com- 
quite severe declines. missions, Chambers of Commerce, Census of Manufacturers. 


The metropolitan center hit *Denotes increase in concentration between 1947 and 1956. 
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ment show the greatest trend toward concentra- 
tion. They are Boston, Hartford, and New 
Haven. Boston and Hartford have increased 
concentration both in the top three manu- 
facturing industries and in durable-goods _pro- 
duction. Hartford’s employment was up 10,200 
jobs, Boston increased 8,900, and New Haven, 
3,500. In each area the aircraft portion of the 
transportation-equipment industry was largely 
responsible. 

Although Boston and New Haven moved in 
the direction of concentration, they are still well- 
diversified compared to other New England 
centers. 

Contributing to Boston’s increased concentra- 
tion was an increase in all the metals-machinery 
groups except primary metals. There were de- 
clines in previously predominant nondurables, 
primarily textiles, leather, and food products. 
Other than the aircraft advances, manufacturing 
changes in Hartford and New Haven practically 
offset each other. 

Every “hard-goods” area except Boston experi- 
enced declines of employment in its major in- 
dustry, and in six of them the major industry 
was relegated to second position. The declining 
employment of major industries represents in 
part, shifts of resources of firms into growing 
industries rather than closing of the firms. This 
is in contrast to “soft-goods” areas, where firms 
have ceased operations. 

Manufacturing employment has declined since 
1947 in New Britain-Bristol, Waterbury, Bridge- 
port, and Springfield-Holyoke and in each case 
the decrease is traceable to the major industry. 
These declines were partially offset by increases 
in growing industries, such as transportation 
equipment and fabricated metals. 

The shifts in New Britain-Bristol were rela- 
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Per Cent of Mfg. Empl. in Durables, 1947 
In line B Bridgeport is excluded because of a prolonged labor dispute in mid-1949 and Pittsfield because 
of tne stability during the period of one big firm employing more thon 50 per cent of the workers 


The coefficient of correlation for A is rx+.82; tor B re+.90 


TABLE 3 


EMPLOYMENT DECLINES DURING RECESSIONS 
NEW ENGLAND STANDARD METROPOLITAN AREAS, 














1947-1957 
Per Cent Change from Peak to Trough 
—_ 1947- | 1951- | 1953- | 1956- 
1949 1952 1954 Dec. 1957 
“Soft-Goods" Areas 
Fall River. . Sage were 13.14 11.84 18.87 6.2 
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Source: Computed from Employment Security Data after adjustment for seasonal 
and trend influences. 

@ = no discernible decline. 

b = not available. 


tively small and within the already dominant 
industries, leaving it with about the same degree 
of concentration. Bridgeport has had slightly 
more over-all diversification, but is still con- 
centrated in durables, especially the metals- 
machinery group. Springfield-Holyoke was among 
the most diversified regions in 1947, and it 
continues to improve. Primary metals have 
declined in Waterbury and better diversification 
achieved with increases in nondurables. 

Employment was relatively stable in Worcester 
and Stamford-Norwalk. Diversification has _ re- 
mained about the same since 1947 except for an 
increased emphasis on durables. 

There has been little movement from metallic 
to nonmetallic industries, but considerable shift- 
ing within the metallic group. The increase has 
been in aircraft, communication equipment, and 
certain types of fabricated metals and metal- 
working machinery. The decline has been in 
primary metals, tools, cutlery, hardware, special 
industry machinery, and heavy electrical indus- 
trial apparatus. 


sion Experiences 

The durable-goods regions have generally been 
harder hit by recessions. Since World War I, 
recessions in these areas have been two to three 
times as severe as in nondurables. Employment 
fluctuations for the postwar period are traced in 
Chart A. 

Manufacturing employment declines in “hard- 
goods” areas during the 1947 recession showed a 
high correlation with the degree of concentration 
in durables. (See Chart B) Declines showed a 
more direct correlation with top three industry 
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concentration in the 1953 recession than in 1947. 
(See Chart C) Manufacturing job decreases in 
metropolitan areas averaged 15 per cent less 
severity in the 53 recession than ’47. Ten of the 
metropolitan centers showed greater than average 
improvement in job stability between 1947 and 
1953. Seven of these had experienced consider- 
able diversification since 1947. They are Brock- 
ton, Springfield-Holyoke, Lawrence, Lowell, 
Waterbury, Manchester, and Bridgeport. 

Seven areas had less-than-average improvement 
in job stability in 1953 compared to 1947. Three 
of these, Boston, New Haven, and Stamford- 
Norwalk, were fairly well diversified in the 
earlier period, but had tendencies toward con- 
centration by 1956. In another, Pittsfield, con- 
centration remained about the same. 

The effects of diversification on cyclical sta- 
bility are hard to measure because the process 
of diversifying probably aggravates employment 
declines. It seems safe to conclude, however, that 
diversification has reduced the effects of recession 
on some areas, particularly Lawrence, Lowell, 
Brockton, Manchester, and Waterbury. Hart- 
ford, New Britain-Bristol, and Bridgeport were 
not so hard hit in 1953 despite lack of diversifica- 
tion, but certain defense industries which de- 
clined little in 1953 dominated these regions. 

Employment experience in the latest recession 
up to December, 1957, supports the conclusions 
based on previous recessions. Generally areas 
concentrated in “hard-goods” and dominated by 


TABLE 4 


CHANGES IN MANUFACTURING EMPLOYMENT IN NEW ENGLAND 
STANDARD METROPOLITAN AREAS, BY IMPORTANT INDUSTRIES, 1947 TO 1956 


(In Thousands) 
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a few industries have declined the most. Ex- 
amples of these are New Britain-Bristol, Hart- 
ford, Bridgeport, and Worcester. Areas still en- 
gaged in substantial transitions in industry struc- 
ture, such as Waterbury and Providence, have 
had serious declines. Fall River, New Bedford, 
and other areas concentrated in “‘soft-goods” have 
declined less severely. Well-diversified centers, 
such as Springfield-Holyoke and Boston, have 
also declined less seriously. 

For maximum stability the most appropriate 
pattern of industrial structure would include 
production in both durables and nondurables 
and a number of industries in each of these 
groups. It also must include a sufficient number 
of growth industries to offset employment losses in 
other industries thus providing 
for net employment increases. 
A metropolitan center which 
concentrates in growth indus- 
tries may have greater employ- 
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Bank Earnings Continue Growth 


The operations of New England banks in 1957 
again set new records, and the banks improved 
further the facilities and the variety of services 
offered to customers. The remarkable expansive 
forces which carried business and industrial ac- 
tivity to new high levels lost most of the upward 
momentum during the course of the year. 
Toward the end of the summer, gradual but per- 
ceptible changes developed which were followed 
by some slackening in economic activity. Re- 
flecting these developments, all major classes of 
earnings advanced but at somewhat slower rates 
than last year. 

Total earnings of district banks were about 
10 per cent higher than in 1956. Although net 
current earnings were also higher, the rise was 
slowed by a tendency for expenses to increase at 
a faster rate than gross earnings. Total non- 
current charges were almost one-third smaller 
than those last year with the result that net 
profits before taxes rose about 25 per cent. After 
taxes, net profits reported were 17 per cent higher 
than those last year. Net profits as a percentage 
of capital accounts averaged about 7.8 per cent. 

Gross operating earnings moved up as a result 
of the higher average level of interest rates which 
prevailed in 1957 thus improving the rates 
earned on both loans and investments. A larger 
loan volume outstanding during the first half of 
the year was also a contributing factor. Com- 
missions and other income of the banking depart- 
ments expanded further arising in part from 
charges for servicing an increased number of 


MEMBER BANKS EARNINGS, EXPENSES AND PROFITS 
(Amounts in Thousands of Dollars) 











Boston | Other First District Banks 
Per Cent Per Cent 
Change Change 
Dec. 31, from Dec. 31, from 
1957 Dec. 31, 1957 Dec. 31, 
1956 1956 
RR oie sis! 122,910 +11.8 215,548 + 9.7 


Interest received on 
bonds and stocks... . 

Interest received on 
discounts and loans. . 

Service charges on 


16,773 + A3 
74,379 +i13.7 


44,057 + ee 
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deposit accounts... . 3,621 +19.6 16,436 +13.9 
Trust department... ... 15,570 +13.4 14,518 +10.2 
All other income..... 12,567 +12.7 11,370 + 3.0 
SEE OTIS E 63,017 + 9.8 145,554 +12.3 
Salaries and wages... . 34,473 +10.3 67,632 + 8.6 
Interest paid on time 
1 Se ee 3,302 +20.0 24,623 +318 
All other expenses... . 25,242 + 7.9 53,299 + 9.5 
Net current earnings. .... 59,893 +14.0 69,99 + 4,8 
Non-currenttransactions .| —7,677 —39.6 —17,457 —22.3 
Profits before income taxes 52,216 +31.1 52,537 +18.5 
Taxes on income. Beeeva 26,439 +50.4 07 257 +18.9 
eS See 25,777 +15.9 31,280 +18.2 
Cash dividends of 
common stock. ....... 14,448 + 9.5 16,763 + 5.0 





checking accounts. Income from trust services 
also improved as a result of both a larger volume 
of business as well as higher fees. 

All classes of operating expenses continued 
their upward trend and exceeded those of the 
previous year. For the first time in several years 
expenses tended to rise more rapidly than gross 
earnings. This situation developed largely from 
advances made in the rates paid on savings de- 
posits. The increases in rates reflected the higher 
level of interest rates in general as well as the 
intensification of competition for savings. 

Total non-current transactions resulted in net 
charges, but they were considerably smaller than 
those reported last year. Banks sold fewer secu- 
rities to procure funds to support the expansion 
of loans during the first half of the year and also 
reduced the volume of tax switches used to estab- 
lish losses for tax purposes. Transfers of earn- 
ings to tax deductible reserves were smaller as 
more banks approached the allowable ceiling. 

The improved net current earnings and the 
reduced net charges on non-current transactions 
accounted for the increase in net profits before 
taxes. Taxes on income were consequently some 
30 per cent higher than last year. 

Cash dividend payments were generally larger 
than in previous years but remained conserva- 
tive. In keeping with other industries many 
banks raised their rates or declared extras. In 
Boston dividend payments were about five per 
cent of capital accounts and at the banks outside 
3.7 per cent. Almost 45 per cent of net profits 
was used to strengthen capital accounts. 


New England banks expanded their lending 
operations substantially over the past two and a 
half years of rising credit demands. After reach- 
ing a peak in mid-1957 loans declined during the 
latter part of the year as business reduced inven- 
tories, plant and equipment expenditures leveled 
out, and the force of the upward trend of many 
prices weakened. The change to loan contraction 
also reflected both the limitation on the supply of 
reserves from restrictive monetary policy as well 
as the reduced bank liquidity from earlier ex- 
pansion. With the decline in loans, banks re- 
turned to the investment market so that total 
bank credit—loans and investments—at the year 
end was a little above the level at the end of 1956. 

Commercial Loans—In contrast to the gener- 
ally sustained strength in the demand for loans 
by most borrowing groups during the January- 
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June period, the swing away from inventory 
accumulation to liquidation which developed 
during the second half of the year brought about 
net repayments by most classes of borrowers. 
Other special influences at work in particular 
industries include the slower rise of consumer 
credit and the funding of bank loans that resulted 
from increased volume of long-term securities of 
utilities and some other firms. To a small extent, 
increased use was made of the acceptance market 
by commodity dealers 

Real Estate Loans—Housing construction as 
well as sales of existing houses was less active 
than in the last two or three years. In part this 
reflected less ready availability of mortgage funds 
and higher prices. Boston banks reported a de- 
cline of about eight per cent in these loans and 
they rose only a small amount at the banks out- 
side. In Boston the decline was largely accounted 
for by a reduction of “warehoused” loans. 

Consumer Loans—District banks maintained 
their volume of instalment lending directly to 
consumers. The largest increase in these loans 
reflected extensions for the purchase of automo- 
biles. The typical loan was somewhat large in 
amount and longer in maturity, reflecting higher 
prices. While extensions of instalment credit 
exceeded repayments the margin was small and 
much below that of preceding years. 

Investments—Securities holdings of the re- 
gion’s banks averaged about seven per cent 
below the level in 1956 but were increased con- 
siderably in the closing months of the year. 
The reduction in holdings of U. S. Securities was 
substantially less than last year and was largely 
made to finance the expansion of loans in the 
earlier part of the year. Holdings of U. S. 
Securities fluctuated with Treasury financing 
dates as the banks participated in underwriting 
new issues and supported refundings. After re- 
maining about unchanged in 1956, holdings of 
other securities—chiefly state and municipal ob- 
ligations—were increased in part because of tax 
advantages and improved yields. 

General Money Market Developments 

Throughout most of the year demands for 
credit by both private and public sectors in 
relation to the supply of funds were such that 
interest rates rose to levels considerably higher 
than in 1953. A record volume of corporate and 
municipal securities was marketed and privately 
placed securities and other forms of borrowing 
also underwent increases. The large loan demand 
at the bank counter pressed against reduced sup- 
plies of reserves and net borrowed reserves of the 
member banks in the nation averaged $500 mil- 
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Boston Other First District Banks 
Per Cent Per Cent 
Change Change 
Dec. 31, from Dec. 31, from 
1957 Dec. 31, 1957 Dec. 31, 
| 1956 1956 
Tota Assets ce. occ s5n 3,006,848 | + 2.4 | 5,365,300 - 09 
Total reserves, cash and | 
Galances....:.:.. 742,458 + 3.7 | 1,084,342 — 6.4 
Total investments... .. 692,902 | + 3.0 | 1,845,270 —- 3.9 
U.S. securities. .... 556,595 | + 2.0 | 1,358,662 —- 62 
Other securities... 136,307 | + 7.4 486,608 ++ 3g 
Total loans and 
discounts . ....| 1,500,423 + 0.3 | 2,344,061 + 41 
Commercial and 
industrial loans. ..| 1,040,911 — 0.4 879,213 + 3.2 
Real estate loans. . 110,881 | — 85 651,734 + 22 
Other loans to indi- 
Ce 279 268 — 3.7 691,661 + 5.4 
All other loans. .... 103,815 +39.2 168,400 +13.2 
Reserve for bad debt 
eT eae 34,452 — 17 46,947 +10.6 
All other assets... ... 71,065 | +16.7 91,627 + 62 
Total liabilities and 
apital Accounts.....| 3,006,848 + 2.1 5,365,300 - 09 
biebilities...........: 2,710,082 | + 1.9 | 4,918,342 | — 1.5 
Demand deposits... .| 2,412,804 + 1.5 3,624,077 — 3.1 
Time Deposits. .... 204,982 + 4.0 1,221,494 + 3.2 
All other liabilities . . 92,296 + 8.7 72,771 + 99 
Capital accounts... .. 296,766 + 3.9 446,958 + 5.0 





lion from early spring through much of the fall. 

Reflecting the rapid advance of interest rates 
in the money and capital markets, leading com- 
mercial banks in August raised the prime lending 
rate to 414 per cent—an increase of one half 
per cent from the rate which had been in effect 
since August 1956. Shortly afterwards the Re- 
serve banks raised their discount rates from 3 to 
31% per cent, and there was some further upward 
movement in other short-term rates. 

Late in the fall as demands for credit became 
much less heavy and business activity slackened, 
interest rates declined in both the short- and 
long-term markets—particularly during the last 
quarter of the year. The Reserve System re- 
sponded to the slowing of economic activity by 
relaxing its restrictive monetary policies both 
through the reduction in discount rates from 
31% per cent to 3 per cent in mid-November and 
through open market operations. 

These actions along with the prospect of 
greater availability of funds encouraged the 
adjustments in rates. At the year end AAA cor- 
porate bond yields had declined to 3.68 per cent 
from the peak of 4.14 per cent in late September 
and U. S. long-term Securities to 3.22 per cent 
from the mid-October peak of 3.76 per cent. 

The net reserve position of the member banks 
eased rather steadily after mid-October, in part 
because of the reduced demands for credit and 
in part because of the change in the directions 
of System policy. Net borrowed reserves dropped 
between late October and the end of December 
from an average level of $500 million to about 
zero—excess reserves about offsetting borrowings 
from the Reserve banks on an average basis. 
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All Manufacturing 
Primary Metals 
Textiles 

Leather 

Paper 


| 
| BANKING AND CREDIT 
| Commercial Loans ($ millions) 
(Weekly Reporting Member Banks) 
Deposits ($ millions) 
(Weekly Reporting Member Banks) 
Check Payments ($ millions) 
(Selected Cities) 
Consumer Installment Credit Outstanding 
i (index, 1950-52 = 100) 
| TRADE 
Department Store Sales 
(index, seas. adj. 1947-49 = 100) 
Department Store Stocks 
| (index, seas. adj. 1947-49 = 100) 
| EMPLOYMENT, PRICES, MAN-HOURS, & EARNINGS 
Nonagricultural Employment (thousands) 
Insured Unemployment (thousands) 
(excl. R. R. and Veterans programs) 
Consumer Prices 
(index, 1947-49 = 100) 
Production-Worker Man-Hours 
(index, 1950 = 100) 
| | Weekly Earnings in Manufacturing ($) 
| OTHER INDICATORS 
| Construction Contract Awards ($ thousands) 
(3-mos. moving averages, Oct., Nov., Dec.) 
Total 
Residential 
Public Works 
Electrical Energy Production 
(index, seas. adj. 1947-49 = 100)* 
Business Failures (number) 
New Business Incorporations (number) 


*Figure for last week of month 
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116,508 
49,287 
15,262 


SALES AND STOCKS 


Per Cent New Eng! 
150[ Seasonally Adjusted Index, 1947-49:100 
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New England Department Stores _ 
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UNITED STATES 
(1947-49 = 100) 


Per Cent Change from: 
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NEW ENGLAND 
Per Cent Change from: 


Nov. 57 Dec. '56 
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1,526 
4,245 
8,465 
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UNITED STATES 
Per Cent Change from: 
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